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The Mission and Roles of Corporate Consumer 
Affairs in the Customer-Driven Market 
Tomoyasu Satow 
The Birth of ConsUmer Departments 
At the present time, almost every corporation has a consumer affairs 
department. Relatively speaking, if we compare those departments with 
sales or general affairs, they are usually newly or recently established 
organizations. 
It was in the 1960' s that departments for consumer affairs began to 
appear in American businesses. And in Japan, many food companies and 
durable goods manufacturers also began to organize consumer affairs depart-
ments starting from the late 1960' s and early 1970' s. On the other hand 
retailers, including department stores and super market chains, were slow-
er to make that move. In the retail field, companies did not seriously 
begin organizing consumer affairs departments until 1973, following the 
industry' s bitter experience in the first global oil crisis. There was just 
one exception : the Daimaru Department Store. Daimaru was a pioneer in 
(1) this field, and has had a consumer affairs department since 1933. 
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The Society of Consumer Affairs Professionals in Business (USA) was 
formed in 1973 at Anaheim, California. I had the opportunity to attend 
its 20th anniversary held in 1993 in Nashville, Tennessee. I am one of 
the oldest Japanese members since 1976. 
But what has prompted these departments, devoted primarily to consum-
er affairs, to come into existence in the United States, in Japan, in Korea, 
and in almost every country ? Why does business need to have a consum-
er affairs department in the organization ? 
We cannot deny, of course, that the rise of a powerful consumer move-
ment gave it great momentum. Businesses everywhere felt a great impact 
frohl U. S.trends in the 1960' s ; Kennedy' s consumer rights bill in 1963, 
and Ralph Nader' s relentless crusading in the name of the consumerism. 
At some point in time, businesses recognized an essential fact ; they cannot 
conduct business smoothly without paying careful attention to the interests 
and concerns of consumers. 
Consumer AffairS and the Positioning of CorporationS 
We all know that the broader concept of consumer affairs includes such 
problems as pollution and the environment. It covers a wide range of topics. 
However, at this moment I would like to define the concept in a more 
limited way as it is used in the phase of transaction. In short, I want to 
talk about consumer affairs in the context of consumer problems which 
may occur between the seller and the buyer. 
For example, you buy a good or a service. A store or shop sells it. 
This act is a transaction, a kind of contract between a customer or a 
consumer as a buyer, and business as a seller. This transaction, which 
makes the contract, is also an act based on free will between the buyer 
and seller. The principle behind this transaction is simple enough ; there 
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is a desire to sell and a desire to purchase. How much is the price ? 
When will it be delivered. Each condition depends upon agreement between 
buyer and seller. 
There is one other precondition, however, that is need to complete this 
principle. It is equality. The buyer' s position and the seller' s position 
should always be equal. 
Consumers in the old days had plenty of knowledge to give them equali-
ty with the seller. They had enough information about the products they 
wanted to buy. In the old days, products and services were simple and 
not so sophisticated. My mother had the ability to judge the freshness of 
fish. How about housewives today ? It' s almost impossibleifor them to 
make the right judgment on products and services they want to buy. 
Because the marketplace today is filled with sophisticated and complicated 
products. In short, we might call this the "collapse of transactional equali-
ty in the marketplace. " 
From this point of view, we can define the term "consumer affairs" as 
follows. "Consumer affairs" refers to the various problems concerning 
disadvantage and risk for consumers, who do not have enough knowledge 
for making a correct and informed decision in the marketplace. (2) And so, 
a definition of a corporate consumer affairs department is a department 
having responsibility, as a partner in the transaction, to handle the matt-
er of inequality. 
It was, in fact, the central aim of the consumerism movement to restore 
equality in the marketplace and to reassert the sovereignty of consumers. 
If consumers themselves are not able to completely restore their equality 
in spite of their own efforts, then it is up to business as a counterpart to 
take responsibility in supporting this effort. And it is not the responsibili-
ty of the various levels of government. 
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When your counterpart does not have the ability to make a correct judg-
ment, then it is unfair to do business with them. This is unfair business 
practice. It is not much different from wicked traders who use sweet-sound-
ing words to sell fraudulent products. 
A basic consumer philosophy for business should be : "to help an 
individual consumer to be able a correct and reasonable judgment in the 
marketplace. " 
Every business practice or business transaction should start from this 
point. 
When you realize that the level of the consumer' s knowledge is far below 
your own, then you must put yourself on his level. All around us we can 
see a flood of advertisements and publications pouring out of business. 
Most of those tools are written in the language and logic of business, and 
not in the language of consumers. 
Why doesn't business try to write them using consumer' s words and 
considering the consumers' point of view ? From this we can see there is 
an urgent need to establish a self-regulatory system, to install consumer 
hot lines and to enhance consumer education. 
I realize that these objectives are idealistic. It is not very likely that 
we can expect business firms to do all of these things. But if that is the 
case, then there is a need for consumer protection measures through legisla-
tion. In many countries today, governments have consumer protection 
policies, and a variety of channels for assisting consumers. 
In Japan, the legislation known as the Consumer Protection Basic Act 
went into effect on May 30, 1968. This Act is know as the "constrtution" 
of consumer protection policy in Japan. ' 
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Three Stages of Corporate PhiIOSOphy TOWard Consumer 
Aff ai rS 
So, what are the motives or reasons for establishing a consumer affairs 
department or installing a consumer hot-lines ? I' ve made a list. 
1. To avoid conflict with dissatisfied consumers. 
2. To rationalize business procedures and reduce cost. 
3. Carry out corporate responsibility toward society. 
4. Carrying out corporate duties under consumer protection law. 
5. Developing corporate image. 
6. To win and maintain the confidence of consumers. 
7. To attract and keep loyal customers. 
8. Responding to consumers' needs and wants. 
9. To feed back consumer information to top management and the manage-
ment structure. 
10. To enhance sales, profits, and market share. 
11. Maximize customer satisfaction, and to attract and maintain lifetime 
customers. 
When we examine how to respond to consumers, the crucial issues are : 
What do consumer complaints mean to the corporation ? What corporate 
philosophy and attitude do you have for dealing with consumer complaints 
and consumer affairs ? 
This is an issue that relates deeply to the CEO' s management philosophy 
and performance. I examined this question more than 20 years ago, in 
1973. I published a new theory under the title, "Hierarchy of Corporate 
Attitude Toward Consumer Complaints. " According to my theory, there 
are three elements of consumer complaints, or consumer affairs shown as 
. (3) Table 1. , that affect business activities and development . 
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1. Obstructive factor 
2. Stimulative factor 
3. Contributive factor 
Table 1 
Hierarchy of Corporate Attitude 
Toward Consumer Complaints 
Contributive Factor 
Stimulative Factor 
Obstructive Factor 
1973 Tomoyasu Satow O 
CompanieS BelieVing in the ObstructiVe Factor 
The lowest stage in the hierarchy is made of those companies that believe 
consumer complaints are an obstructive factor for business activities and 
development. They insist that consumer complaints are likely to disturb 
and interfere with business. The simply believe consumer affairs is equiva-
lent to consumer complaints. If they were to choose a word to describe 
consumer complaints, they might use a word such as dark, minus, trouble-
some, unpleasant, deceptive, dishonorable, or harmful to the corporate im-
age . 
They work hard to eliminate consumer complaints because they might 
bring trouble to the company. 
They never think they have to stand at the consumer' s point of view 
when a complaint comes into the company. They have a short-sighted priori-
ty of company profit but not the consumer' s profit. For such people, the 
purpose of installing a consumer hot-1ine is to build a wall for defending 
the company. They want to build a breakwater. And to them, handling 
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consumer complaints is a necessary evil and a negative investment of 
resources. 
To run the operation, management may appoint a consumer affairs director 
who is a very mature, elderly person due for retirement in a year or two. 
Or the company might offer the position to a retired police official. Staff 
members in the department may be tired of handling the many complaints 
that come into the company, and may lack motivation to carry on his or 
her job. 
This is the story of consumer affairs departments in most Japanese 
corporations over the past 20 years, even though we can also find excep-
tions. 
When an officer was appointed Consumer Affairs Director in the company, 
did his or her family - or his/her colleagues - celebrate his promotion 
in any way ? Did they invite him/her to diner ? Give him a present ? 
The duty of consumer affairs at this level of the hierarchy is only to 
handle complaints. From morning to night they are busy making apologies 
one after another. Now, Iet me tell you about one approach that is used 
in Japan. As soon as a serious complaint comes in, a staff member is 
sent to the complainant' s home to express the apology in person, and to 
present some small gift such as cookies or cake. 
Another important responsibility for the consumer affairs department is 
to deal with a particularly difficult customer, or with yakuza, or gangs. 
So, you can understand why ex-police officials might find a position in 
corporate consumer affairs. 
Companies BelieVing in the StimulatiVe Factor 
The second level of hierarchy is the "stimulative factor. " People in this 
group believe that customer inquiries and complaints may give some stimula-
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tion to business activities and help maintain a healthy operation. They 
realize that inquiries and complaints are a valuable source of information 
offered by the customers voluntarily. 
So, this means there are six different functions and roles of corporate 
. (4) consumer affairs . 
1. Handling of inquiries, complaints and requests from consumers related 
to problem solving. 
2. Collecting and analyzing consumer information, and feeding back to 
managenrent or related departments. 
3. Carrying out liaison with consumer protection agencies and consumer 
grou ps. 
4. Providing information to, and educating consumers. 
5. Providing training and education to employees internally regarding 
consumer affairs. 
6. Pre-reviewing advertisements, Iabeling and sales promotion kits. 
There are two primary functions from among the above, and these are : 
1. Handling inquiries, complaints, and problem-solving requests 
2. Collecting consumer information and feeding back to management 
At the second stage these two basic functions may work smoothly. Many 
companies invest large resources to consumer affairs operations. Surely it 
is very important to solve the customer's problem. But that alone is not 
enough. In terms of the company's benefit, the most important role of 
consumer affairs is to building an information gathering system. You can 
listen to an actual voice a delighted voice, a sad, unpleasant voice, or an 
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angry voice directly from customers. There is no way to get such vital 
information from statistics. 
Over the last 10 years, this philosophy has been adopted by a growing 
number of companies throughout Japan. And based on this philosophy they 
have installed a consumer complalnt handllng umt or a so called "call 
center". Some field research on labeling and package goods, carried out 
at my university seminar, indicated that an increasing number of labels 
carry the call center's toll-free number and the name of the consumer 
complaint department. 
Companies BelieVing in the ContributiVe FactOr 
A company which believes that consumer affairs is a contributive factor 
in business development is also deny that consumer complaints are a negative 
element for business activities. They try to match up the corporate attitude 
and marketing strategy with consumers' needs and consumer satisfaction. 
Or they may implement a socio-ecological marketing strategy. Suppose that 
a specific product or service is in demand by consumers. It will bring big 
profit to the company. But the requirements may have anti-social effects 
such as environmental or cultural damage. The management will never 
agree to market the product. We might say that such a company has a 
consumer-driven philosophy. "Consumer first" is the company's creed. 
They believe that if the consumers' interests are served, the company' s 
profitability will follow. 
Our economies - and our societies - have been developing very rapid-
ly. The behavior and awareness of consumers has become diversified. In 
many developed countries, society has become matured and saturated 
economically. 
The differentiation in the quality and function of products is getting more 
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difficult. Driven by lower prices and cost, I expect that many less expensive 
products will be pouring into our market from China and other Asian 
countries. 
deregulation of trade and business. Another factor on the hor zon -
This is becoming a global tide. And global business competition is getting 
more and more intense. We cant think only about Japanese business firms. 
Remember there are many competitors in Korea, in the United States, as 
well as in Taiwan, China and everywhere ･in the world. 
So, the ultimate weapon to survival in this very competitive age is to 
provide customer satisfaction through high quality service. And service is 
a responsibility of the consumer affairs department. , 
Let' s look at the situation on the consumer side. People have so many 
different kinds of goods in the homes. We' ve noticed that the closets in 
your home are flooded with various types of clothing. All sorts of durable 
goods occupy our living space. Just take a look at our diffusion rates of 
durable goods such as television sets, refrigerators, and washing machines. 
In any country, when the diffusion rate reaches a certain level, we need 
another criterion to observe market development. It is the ratio of consum-
er choice. As the diffusion was getting under way, the consumer was will-
ing to have any refrigerator, but now he or she wants to buy a particular 
model or brand. 
This fact shows us how crucial it is to establish a unique differentiation 
strategy in our marketing plan in order to survive the severe competition. 
Consumers, in past decades, have bought products and services without 
100% satisfaction. They made a compromise in buying the product, even 
though business provide fully satisfaction with the product. Business 
misunderstood, by thinking that customers were completely satisfied with 
products because the sales record was good. But the consumer bought the 
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product because there was no alternative. They had to be patient because 
they were only given a narrow range of choice. Now, through deregulation, 
intense competition, and diversified new products, we have entered an age 
of consumer choice - an age where a company is chosen by consumers. 
It' s clear that in the market of the 2lst century the initiatives in the 
market will be led by consumers, not business. 
How do the companies stay close to their customers ? How do they put 
customers in the center of their business ? There is no other department 
in the company to take those responsibilities. Only Consumer Affairs 
Department can do it. 
I wonder if you have ever heard about "Goodman' s 3 Principles. " In 
the Unrted States rt s known as Goodman' s Theory. In 1979 1 divided 
the theory mto three parts and named rt "Goodman s 3 Principles. " These 
principles prove, or demonstrate, that a corporation benefits from good 
handling of consumer complaints. 
. (5) The first principle is this . 
The repurchase ratio among customers who complained and were satisfied 
with the solution is much higher than for those who had product trouble 
but never complained. -The Table 2. unveiled the very interesting fact ; 
Talking about products valued more than $ 100, the repurchase rate of 
non-complainants is only 9%. But 82% of consumers whose complaints 
are resolved in a timely manner do business with the company again. The 
repurchase rate is nearly 9 times. What' s more, the average cost for 
capturing a new customer is about $ 20 per head, but the cost for maintain-
ing an average customer in only $ 4. So, we can maintain loyal custom-
ers at only one fifth of the expense of finding new one. 
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Table 2 
Relationship between 
Product and Service 
Complaint Satisfactorily 
Resolved in Timely Manner 
Complaint Satisfactorily 
Resolved 
Complamt Unsatisfactorily 
Resolved 
Drd Not Complain 
Complaining 
lO 20 
a d
30
Decision 
40 50 
to 
60
Re purchase 
70 80 
t e 
90
offending 
95% 
82 % 
70 % 
54 % 
46 ~ 
19% 
37 % 
9% 
Above ; Potential Financial Loss of $ 1- $ 5 
Below : Potential Financial Loss of more than $ 100 
1979 TARP Inc, e 
At Table 3. , here is a formula for calculating profit yield with consum-
er complaint handling. 
Table 3 (6) 
P total = - (X total) (Y noncompl) P sat + p unsat 
The next table shows you how much you can get back from a small 
investment in a complaint handling unit. 
When you invest $ 550, OOO in a complaint handling hot-line and related 
area, you can earn $ 105, OOO as profit and ROI will be up 19. I percent. 
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(7) 
P total = P sat + p unsat - (X 
= $ 597, 600 + $ 20, 400 
= $ 105,000 
A fairs n the Customer-Driven 
total) (Y noncompl) 
- 513,000 
Ma ket 
P total $ 105, OOO 
ROI = (X 
= 19. 
total) (Chandle) 
1%
100, OOO X $5.00 
There is 
and give a 
lost profit. 
another formula. If you 
high ratio to problem 
increase 
s lving, 
the
you 
ratio
can
f consumer 
save a lot of 
co plaints 
presumed 
Table 5 
Formula 
Sensitivity 
Terms 
Analysis Results (8) 
Baseline Program A Program B 
Percent Experiencing Problem 
Percent Complaining 
Complainant Satisfaction 
Annual Sales Lost 
Annual Sales Saved 
Additional Annual Profit 
54 ~ 
45 % 
31 % 
$ 63, 590 
49 ~
45 % 
31 % 
$ 57, 702 
$ 5, 888 
$ 147, 200 
45 ~ 
60 % 
60 % 
$ 35, 898 
$ 27, 693 
$ 692, 313 
* 
* 
A customer will buy 
Annual sales lost is 
a widget once 
63, 590 sales 
a year
valued 
at 
at
a
$1 
profit of $ 25 
59 million. 
peryear. 
The Impact 
Goodman' s 
Of Word-of-Mouth 
second principle showed th e great impactof word-of-mouth. 
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Good, positive news is conveyed to only 4 or 5 persons. But negative or 
bad news is spread by word-of-mouth to 9 or 10 people. A ratio is two 
times. So remember, 12. 3~; of people who deliver negative news by word-
of-mouth tell the story to more than 20 persons. It has a formula (Table 
7) , too. 
Table 6 The Impact of Word-of-Mouth (9) 
10 
8 
6 
4 
2 
O 
Nagative Posrtive word-of- word-ot-Mouth Mouth 
Table 7 (10) 
P pwm P compl hand WM = 2 >< p nwm 
EValuation of Consumer Affatrs Department as a PrOftt 
Center 
You can easily understand that the work of consumer affairs has the 
feature of never looking back. Many corporations today recognize the impor-
tant role of the consumer affairs department. Now, the department is in 
the limelight as a profit-maker. 
As I mentioned earlier, consumer affairs is something of a newcomer to 
corporate structure. Once management philosophy is turned around and 
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focus is put on customers, all members of the department can perform 
their mission seriously. And the horizon of consumer affairs can expand 
indefinitely. 
In future business strategy, it will be a crucial point to evaluate the 
role and mission of consumer affairs department as a profit center. Just 
how can we draw out the full potential of the department ? How can we 
make optimum use of its capability ? This depends on what degree to 
which the department is empowered with authority and responsibility. 
What is its position in the organization ? 
Almost every company puts a lot of money into advertisement. How does 
it compare with the amount invested in consumer affairs ? ' 
Advertising is said to be a communication tool between business and 
consumers. Advertising, however, is not actually a communication tool. It 
only serves to transmit a message from business to consumers. Communica-
tion should be two ways. Communication is not complete unless there is 
feedback from consumers. 
The management should invest a certain amount of money -at l ast 
in consumer affairs activities. one tenth of the total advertising budget -
Finally, I want to say to corporate executives that how much your consum-
er department can contribute to your sales as well as your profit. It is 
quite sure you can evaluate their achievement by calculation. 
You should put the Consumer Affairs Department in the center of organiza-
tion. In short, the Consumer Affairs Department should be the hub of 
overall business activities. 
(Based on the speech at the 5th Anniversary of the Organization of Consum-
er Aflairs Professionals (OCAP) (Nov. 1994) in Seoul, Korea) 
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